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Principle 22: Accounting and disclosure

Supervisors must be satisfied that each bank maintains adequate records drawn up in
accordance with accounting policies and practices that are widely accepted
internationally, and publishes, on a regular basis, information that fairly reflects its
financial condition and profitability.

(Reference document: Enhancing bank transparency, September 1998.)
Essential criteria

1. The supervisor has the power to hold bank management and the bank’s Board
responsible for ensuring that financial record-keeping systems and the data they
produce are reliable.

2. The supervisor has the power to hold bank management and the bank’s Board
responsible for ensuring that the financial statements issued annually to the public
receive proper external verification and bear an external auditor’s opinion.

3. The supervisor requires banks to utilise valuation rules that are consistent, realistic
and prudent, taking account of current values where relevant, and to show profits net of
appropriate provisions.

4. Laws or regulations set, or the supervisor has the power, in appropriate
circumstances, to establish, the scope of external audits of individual banks and the
standards to be followed in performing such audits.

5. Supervisory guidelines or local auditing standards determine that audits cover such
areas as the loan portfolio, loan loss reserves, non-performing assets, asset valuations,
trading and other securities activities, derivatives, asset securitisations, and the
adequacy of internal controls over financial reporting.

6. The supervisor has the power to reject and rescind the appointment of an external
auditor that is deemed to have inadequate expertise or independence, or not to be
subject to or not to follow established professional standards.

7. The supervisor requires banks to produce annual audited financial statements based
on accounting principles and rules that are widely accepted internationally and have
been audited in accordance with internationally accepted auditing practices and
standards.



8. Laws, regulations or the supervisor's1 require periodic public disclosures of information
by banks that adequately reflect the bank’s true financial condition. The requirements
imposed should promote the comparability, relevance, reliability and timeliness of the
information disclosed.

9. The required disclosures include both qualitative and quantitative information on a
bank’s financial performance, financial position, risk management strategies and
practices, risk exposures, transactions with related parties, accounting policies, and
basic business, management and governance. The scope and content of information
provided and the level of disaggregation and detail should be commensurate with the
size and complexity of a bank’s operations.

10. Laws, regulations or the supervisor provide effective review and enforcement
mechanisms designed to confirm compliance with disclosure standards.

11. The supervisor or other relevant bodies publish aggregate information on the
banking system to facilitate public understanding of the banking system and the exercise
of market discipline. Such information includes aggregate data on balance sheet
indicators and statistical parameters that reflect the principal aspects of banks’
operations (balance sheet structure, capital ratios, income earning capacity, and risk
profiles).

Additional criteria

1. The supervisor meets periodically with external audit firms to discuss issues of
common interest relating to bank operations.

2. External auditors, whether or not utilised by the supervisor for supervisory purposes,
have the duty to report to the supervisor matters of material significance, for example
failure to comply with the licensing criteria or breaches of banking or other laws, or other
matters which they believe are likely to be of material significance to the functions of the
supervisor. Laws or regulations ensure that auditors who make any such reports in good
faith cannot be held liable for breach of a duty of confidentiality.

3. Laws, regulations or the supervisor require banks to rotate their external auditors
(either the firm or individuals within the firm) from time to time.

4. The supervisor requires banks to have a formal disclosure policy.

5. The supervisor has the power to access external auditors’ working papers, where
necessary.

! For the purposes of this EC, the disclosure requirement may be found in applicable accounting, stock
exchange listing, or other similar rules, instead of or in addition to directives issued by the supervisor.



